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File Ref. No. 1400 
Auditing Standards Board 
Approved Highlights 
November 14-15, 2000 
AUDITING STANDARDS BOARD 
 
Meeting: Auditing Standards Board (ASB) 
 
Date:  November 14-15, 2000 
 
Location: Doubletree Guest Suites 
  New York, NY 
     
Meeting  
Attendance: James S. Gerson, Chair 
  Ray Whittington, Vice Chair   
  Craig Crawford 
  Robert F. Dacey 
Richard Dieter 
Sally Hoffman 
  Michael P. Manspeaker   
Scott McDonald 
Susan Menelaides 
Keith O. Newton 
Alan G. Paulus 
  Robert C. Steiner 
  Bruce P. Webb 
  Chip Williams  
      
Absent: Linda K. Cheatham 
  Robert F. Dacey (11/14/00) 
  Sally L. Hoffman (11/15/00) 
 
  Other Participants 
 
  Chuck Landes, Director, Audit and Attest Standards 
  Susan Jones, Senior Technical Manager, Audit and Attest Standards 
  Julie Anne Dilley, Technical Manager, Audit and Attest Standards 
  Gretchen Fischbach, Technical Manager, Audit and Attest Standards 
  Jane Mancino, Technical Manager, Audit and Attest Standards 
   
  Observers 
  Joseph Bentz, Grant Thornton LLP 
  John Brolly, PricewaterhouseCoopers LLP 
  Carina Canedo, Securities and Exchange Commission   
Robert Dohrer, McGladrey & Pullen LLP 
  John Fogarty, Deloitte & Touche LLP, Chair, Risk Assessment Task Force 
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Lynford Graham, BDO Seidman 
  Linda Huntley, BDO Seidman 
  Aram Kostoglian, KPMG LLP   
Laura Phillips, Ernst & Young LLP 
Thomas Ray, KPMG LLP, Chair, GAAS Hierarchy Task Force 
  Esmeralda Rodriguez, Securities and Exchange Commission 
  Jeffrey Thomson, Arthur Andersen LLP 
    
 
I. CHAIR’S REPORT  
 
J. Gerson provided an update on the Audit Issues Task Force (AITF) meetings of July 20, 2000 
and September 13, 2000 and the results of the September 12th Planning Retreat.   
 
II. AGENDA ITEMS PRESENTED AT MEETING 
Audit Documentation  
 
W. Scott McDonald, chair of the Audit Documentation Task Force, led the ASB’s discussion of 
a proposed approach for a new documentation standard. This proposed approach would require 
documentation of significant matters and provide broad criteria on which the auditor can base 
documentation decisions. The broad criteria would include factors that the auditor can use in 
determining the extent of documentation. After discussion, the ASB approved the approach and 
suggested language for the broad criteria for consideration by the task force at its next meeting. 
 
GAAS Hierarchy  
 
The GAAS Hierarchy Task Force (task force) has been charged with evaluating the need for a 
hierarchy of auditing guidance.  
The POB Panel on Audit Effectiveness, in its September 2000 report, recommended that: 
 The board set forth a "hierarchy" of GAAS, including the authoritative status of AICPA 
guidance. 
 The SASs specify the guidance auditors should use, wherever it may be. 
 Guidance be readily accessible. 
 
T. Ray, Task Force Chair, provided the board with a PowerPoint presentation of the task force's 
deliberations and findings to date.  The task force: 
 Proposed three levels for the framework: (1) Standards, (2) Interpretative, and (3) Other. 
 Proposed that the term "framework," rather than the term "hierarchy," be used to describe 
this proposed guidance.  Unlike the GAAP Hierarchy, described in SAS No. 69, the "lower" 
levels of GAAS generally elaborate on the higher levels and do not conflict. 
 Proposed that amendments to AU section 150 be developed to provide appropriate guidance 
on the GAAS Framework.  
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 Proposed a complementary framework for inclusion in the attest standards. 
 
The board: 
 Indicated its support for the task force to proceed with the project.  
 Indicated preliminary support for splitting the proposed third level of audit guidance in two; 
the task force should consider identifying guidance for which there is an expected knowledge 
requirement rather than just concentrating on enforceability. 
 Directed the task force to draft amendments to AU section 150 based on today's discussion.  
 
Risk Assessment  
 
John A. Fogarty, Chair, Risk Assessments Task Force (task force), described the task force 
objective, expected deliverables, and timetable, and presented for ASB comment a diagram 
depicting a proposed audit risk framework that will enhance the existing audit risk model.   
 
The task force objective is to review and propose changes relating to the auditor’s consideration 
of risk assessment in generally accepted auditing standards, including the necessary 
understanding of the client’s business and the relationship between inherent, control, fraud, and 
other risks. The task force expects to develop the following deliverables: 
 
 A standard that describes a new framework for the auditor’s consideration of risk. The 
standard will relate to the second standard of fieldwork, which will be broadened to 
incorporate obtaining an understanding of the business to identify risks that affect the 
financial statements. The standard will include the audit risk model and its application, 
and also will set the groundwork for the linkage of risk assessments to audit tests.  
 
 A standard on the auditor’s consideration of inherent risk including a description of the 
basis for an assessment of inherent risk. 
 
 Ancillary modifications to standards related to planning, internal control, materiality, 
documentation, or other areas as needed. 
 
 Other nonauthoritative guidance (for example, industry specific guidance) to assist the 
auditor in understanding the business and applying the audit risk model. 
 
In its deliberations the task force will consider both the Report and Recommendations of the 
POB Panel on Audit Effectiveness (the Panel), and a paper on the new audit methodologies 
being implemented by the larger audit firms that was written by a Joint Working Group of the 
ASB, The Auditing Practices Board of the United Kingdom and the Republic of Ireland, and the 
Canadian Institute of Chartered Accountants’ Assurance Standards Board. A subcommittee of 
the International Auditing Practices Committee (IAPC) has undertaken a similar project, and the 
task force will work with the IAPC to harmonize the US and international standards on risk 
assessment. 
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The ASB may create (an) additional task force(s) to address aspects of the new framework 
concerning linkage between risk assessment and audit tests, possible revisions to internal control, 
and other recommendations of the Panel. The task force will coordinate with the Fraud task force 
that is concurrently considering Panel recommendations concerning fraud, and other ASB task 
forces as required, to maintain consistency with the new framework.  
 
Mr. Fogarty then presented a proposed prototype audit risk diagram. ASB members discussed 
the prototype model, offered some suggestions for further clarification, and agreed that the task 




J. Gerson, Chair of the Materiality Task Force, led the ASB’s discussion of the proposed 
amendments to SAS No. 47, Audit Risk and Materiality, which, among other things, provides 
guidance to the auditor for evaluating the effect of misstatements on an entity’s financial 
statements. The effect of the proposed amendment presented to the ASB would be to eliminate 
an entity’s ability to postpone adjustments to other periods. After discussion, the ASB agreed 
that the task force should continue to develop the amendment to SAS No. 47 and present a 
revised document at the December 2000 ASB meeting. 
 
